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Economy

Tapering is the New Buzzword
Recent Economic Indicators
Thomson Reuters/Univ. of Michigan Consumer Sentiment
Consumer Confidence
Existing Home Sales, Monthly Change
New Home Sales, SAAR*
Personal Income, Monthly Change
Personal Consumption Expenditures, Mo Chg
Non-farm Payroll Increase/Decrease
Unemployment Rate
ISM Non-Manufacturing Index
ISM Manufacturing Index (PMI)
New Durable Good Orders, Monthly Change
Industrial Production, Monthly Change

84.5
76.2
0.6%
454,000
0.0%
-0.2%
175,000
7.6%
53.7
49
1.0%
-0.5%

Capacity Utilization

77.8

Retail Sales, Monthly Change

0.1%

CPI, Monthly Change, NSA
CPI Core, Monthly Change, NSA
PPI, Monthly Change, NSA
PPI Core, Monthly Change, NSA
U.S. Trade Deficit

-0.1%
0.1%
-0.7%
0.1%
$40.3 Bil

Q1 2013 Non-farm Productivity, Qtrly Chg

0.5%

Q1 2013 Real GDP, Quarterly Change, SAAR*

2.4%

*Seasonally Adjusted Annual Rate
Values reflect most recent data available at the time of publication.
Source: Bureau of Economic Analysis of the U.S. Department of Commerce, U.S.
Department of Labor, Federal Reserve, Thompson-Reuters University of Michigan,
Institute for Supply Management, National Association of Realtors, The Conference
Board, U.S. Census Bureau, Bloomberg.
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Overview
Fannie Mae’s $60 billion payment to the Treasury and stronger than
projected tax revenue have pushed the need for a debt ceiling debate
out to October. This means policy developments in Washington are
not likely to be a major source of volatility in the stock market until
this fall. Fed Chairman Ben Bernanke testified before a congressional
committee in May, discussing the central bank’s bond buying
program. "A premature tightening of monetary policy could lead
interest rates to rise temporarily, but would also carry a substantial
risk of slowing or ending the economic recovery and causing inflation
to fall further." While he did not specifically indicate when its
controversial stimulus policy, known as quantitative easing (QE), may
slow down, Fed meeting minutes released later in the afternoon
mentioned that some members would like to start tapering QE as
soon as next month. We believe they will likely begin to taper QE
around September and perhaps stop it all together as soon as year
end, but this should not be misinterpreted as the end of monetary
easing. We do not expect the Fed to begin raising interest rates until
2015 or 2016. When the Fed does begin to taper it will be because
they see the economy improving and the job market making
sustainable gains, which we view as a positive for stocks.
Real GDP growth in the U.S. was revised down one-tenth of a point to
2.4% in the final estimate for the first quarter of the year. Growth is
forecast to moderate in the second quarter, but we believe it will
likely reaccelerate in the latter half of the year. Meanwhile the IMF
lowered its forecast for 2013 growth in China to 7.75% from its 8%
forecast made earlier this year. In its statement the IMF
recommended China reduce government involvement in the
economy, improve local oversight and push to increase household
incomes.

Unemployment Rate
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Employment
Employment numbers came in better than expected for the month of
May. The U.S. economy added 175,000 payroll jobs against an analyst
consensus of 167,000, although both March and April numbers were
revised downward. Despite the positive May gain the unemployment
rate edged back up to 7.6% from 7.5% due to an increase in the
overall labor force. Professional and Business service sectors led the
rise in payrolls while the goods-producing sectors were basically flat
overall. Wages showed no change for the month after analysts
expected a 0.2% increase. Although positive, this report could have
further implications in the Fed’s decision of whether or not to begin
reigning in the QE program as the unemployment rate actually
climbed, albeit very slightly.
Consumer Confidence & Spending
Retail sales edged up 0.1% in April beating expectations for a 0.3%
decline as personal income was flat for the month. Although sales at
gas stations being down 4.7% hurt the headline number, the retail
sales trend was still positive. Sales of motor vehicles were up 1.0%
and strength was also seen in building & garden equipment, up 4.7%.
While this is by no means a knock-out month for retail sales, it does
appear that consumers are still spending despite the negative impact
of the payroll tax hike. It is also interesting to note consumer
refinancing activity has not been as stimulative to consumer spending
as in previous cycles. Cash-out refis made up less than 30% of all
refinancing in the fourth quarter of 2012 as compared to 90% in
2008. Things may pick up in the months ahead, as consumer
confidence has been buoyed by rising home prices, a strong stock
market and an improving jobs market. The consumer confidence
index jumped 7.2 points in May to a recovery best level of 76.2.
Inflation
Headline inflation continued its downward trend in April with the
consumer price index falling 0.4% after declining 0.2% the previous
month; it is now running at only 1.1% year-over-year. The energy
component fell 4.3% with gasoline dropping 8.1%, while food rose a
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modest 0.2%. Stripping out these components core inflation nudged
up 0.1% and is running at 1.7% year-over-year. Prices also fell at the
producer level, declining 0.7% for the month. We have slowing
growth in China and Japan’s “Abenomic” monetary easing to thank
for the disinflationary growth we are experiencing. As Japan crushes
the value of the Yen many other countries around the world have
once again started to cut rates. This trend has been supportive of the
U.S. dollar, allowing equities to rise while commodity prices fall.
Business Activity
The Commerce Department reported a 3.3% increase in durable
goods orders last month to a seasonally adjusted $222.6 billion after
a revised 5.9% drop in March – better than the 1.4% expected by
economists. Excluding transportation, orders increased only 1.3% but
demand was still broad-based. Almost every key sector reported
higher orders. This report is often viewed as an indicator of future
business spending, but some economists expect government austerity
programs may weigh on durable goods in the future.
The ISM's manufacturing index fell to its lowest level since June 2009.
The 49.0 reading for May indicates manufacturing swung to
contraction territory for the first time in six months. This reading
conflicts with the less-widely-followed Markit PMI that ticked up for
the month, suggesting manufacturing may not be as bad as the ISM
report implies. The key divergence between the two was with regards
to new orders which increased among Markit’s larger sample size but
decreased in the ISM sample. The much larger service side of the U.S.
economy remains firmly in expansion territory, rising six-tenths to
53.7. The new orders and business activity components both rose 1.5
points, but at 50.1 the employment component was essentially flat.
Housing
The NAHB housing market index rose for the first time since
December climbing three points to 44. The report noted an
improvement in the six-month outlook for sales at 53 even as buyer
traffic remains depressed at 33. Housing starts were disappointing in
[Premier Bank Market Review
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ISM Report on Business Activity

S&P/Case-Shiller Home Price Index
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April plunging 16.5% to an annualized pace of 853,000. On the
bright side housing permits jumped to over one million for the first
time in five years, pointing to improvement in the summer months
ahead.
April sales of newly built, single-family homes rose 2.3% to a
seasonally adjusted annual rate of 454,000 units, a 29% increase
from one year ago. This gain builds on a strong upward revision to
sales numbers reported for March from 417,000 to 444,000. The
inventory of new homes for sale increased slightly, but still stands at
only a 4.1 month supply of 156,000 units.
Home prices rose 1.1% in March according to Case-Shiller’s 20-city
index. It was the fourth straight increase over 1.0% and is the
strongest run the housing market has seen since the glory days of
2005. Year-over-year gains are now in double-digit territory at
10.9%. Supply has been tight and has kept sales activity essentially
flat for the past six months, but a rising trend in pending sales
suggests things are likely to pick up. On the other hand, mortgage
rates have climbed 50 bps this month, creating a headwind for
prospective buyers.
World Economy
China’s export and import growth unexpectedly accelerated in April.
The 14.7% increase in exports reported by the General Administration
of Customs in Beijing was led by a 57.2% jump in shipments to Hong
Kong. This raised increasingly loud skepticism of the numbers being
reported by China as they greatly exceed what Hong Kong is
reporting it imported from China. In response, China’s currency
regulator said it will increase scrutiny of cross-border capital flows
and try to curb fake reports that may be masking the flow of
speculative funds into the country. On the bright side imports were
up 16.8% which may ease concerns of a slowdown in domestic
demand for the world’s second largest economy. There were also
conflicting reports on manufacturing out of China with the official
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government PMI coming in at 50.8 for May and indicating expansion
while the HSBC survey read 49.2 and indicated contraction.
Industrial production in Germany experienced a surprising increase of
1.2% in April, beating estimates. Each subgroup of the industrial
production number showed improvement, including a 2.1% rise in
capital goods production. Demand is strong in the Euro region, and
this is one bright point in the near-term economic picture for
Germany which only narrowly avoided recession in the first quarter of
2013. However, Germany’s return to growth was not enough to pull
the whole eurozone economy out of its slump. France’s GDP declined
0.2%, and the overall eurozone has now been stuck in recession for a
record six consecutive quarters. The troubled eurozone also reported
unemployment hit a record high of 12.2% in April. Things continue to
be the worst for Spain and Greece with both countries at roughly 27%
unemployment. There are some indications the pace of decline in
Europe may be moderating, though, which will hopefully lead to a
turning point in their employment situation.
Mexico did not experience the same positive growth as Germany with
industrial production falling nearly 5%, triple the drop analysts had
estimated. This release further solidifies expectations the central bank
will cut rates sometime in the second half of 2013. Governor Agustin
Carstens of the Banco de Mexico noted that a weakness in Mexican
production, primarily in exports, was attributable to a weak U.S. GDP
as the U.S. buys nearly 80% of Mexico’s exports.

Fixed Income

Strong Sell-Off in all Major Fixed Income Markets
Fixed Income Current Yields

5/31/2013

3 Month U.S. T-bill

0.05%

2 Year U.S. Treasury

0.30%

5 Year U.S. Treasury

1.03%

10 Year U.S. Treasury

2.13%

30 Year U.S. Treasury

3.27%

Total Returns

1 Month

YTD

-1.78%

-0.91%

Barclays U.S. Govt./Credit

-1.12%

-0.25%

Barclays U.S. Municipal Bond

-1.22%

0.15%

Barclays U.S. Corp. High Yield

-0.58%

4.06%

Barclays U.S. Long Credit A

-4.91%

-2.89%

Barclays U.S. Treasury 20+ Year

-6.77%

-5.40%

Barclays Global Aggregate

-2.97%

-3.69%

Barclays Emerging Markets

-2.65%

-2.15%

Barclays U.S. Aggregate

1 Month and YTD data as of: 5/31/2013
Values reflect most recent data available at the time of publication.
Source: Morningstar, Inc., U.S. Department of the Treasury, Barclays Capital

Overview
All sectors of the bond market with the exception of floating rate
securities posted losses, with yields on U.S. Treasury 10-year notes
climbing to their highest levels in over one year as Fed Chairman
Bernanke hinted at his Congressional testimony the central bank may
temper its bond-buy program later this year should improvements in
the labor market continue. A stronger U.S. dollar versus the yen also
drove demand away from safe assets. A weaker yen increases the
competitiveness of Japan’s exports in global markets. Known as the
yen carry trade, a low interest rate policy encourages investors to
borrow yen cheaply to invest into riskier asset classes outside of
Japan.
While the Fed has left itself some flexibility in the context of what
may cause it to begin slowing its asset-purchase program, they
warned that a step down in purchases does not indicate a one-way
march toward the end of quantitative easing. At the same time, the
central bank provided more concrete guidance regarding the end of
its 0% to 0.25% target for short-term interest rates. “The
exceptionally low range for the federal funds rate would remain
appropriate at least as long as the unemployment rate remains above
6.5%, inflation between one and two years ahead is projected to be
no more than a half percentage point above the Committee’s longerrun goal, and longer-term inflation expectations continue to be well
anchored.” Because the Fed has made clear their monetary policy is
data dependent, many strategists feel sensitivity to upcoming
economic reports will be even greater than normal.
Looking forward, we feel floating rate securities remain one of the few
attractive sectors in the fixed income markets since they offer
protection against future increases in short-term interest rates.
Floating-rate securities, otherwise known as syndicated loans or
senior bank loans, are loans made by financial institutions to
companies generally considered to have below-average credit quality.
The loans are called "floating-rate" because the interest paid on the
loans adjusts periodically based on changes in widely accepted
[Premier Bank Market Review
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High Yield Bond Spreads

10-Year Government Bond Yields

In % Points, January 2008 -May 2013
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reference rates, like LIBOR, plus a predetermined credit spread over
the reference rate. Floating-rate loans are classified as senior debt
and are usually collateralized by specific assets, like the borrower's
inventory, receivables or property. Finally, they are typically first in
line in the event of a credit default, providing a degree of protection
and higher recovery rates than most other fixed income classes. This
asset class has historically demonstrated solid returns with low
interest rate risk due to the floating-rate structure of the loans and
can be used to reduce the overall duration of a bond portfolio. Due
to the higher risk of default with these securities, we recommend
investing in a diversified mutual fund or ETF.
Corporate
Due to a high degree of total return sensitivity to interest rates, the
investment grade corporate sector finished significantly lower, losing
2.34%, the highest monthly loss since the credit crisis. Because
mutual fund flows are sensitive to bond returns, many strategists
expect retail investors to begin selling out of high-grade funds. This
along with low yields from a historical perspective suggests investors
should avoid or focus on duration reduction strategies in this area.
High yield bonds fell by 0.58% for the month, bringing year-to-date
returns to 4.15%. Although monetary policy and the underlying
health of the corporate sector remain supportive of the high yield
market in the short-term, we continue to recommend a cautious
stance in this asset class from a long-term perspective. The 2003 to
2007 credit cycle may provide an instructive template on how the
current cycle may eventually play out. Spreads narrowed throughout
2006 even after the Fed boosted its target lending rate. They
continued to trend lower in early 2007 despite weakening corporate
balance sheets. While these two factors together created a
considerable headwind for high yield, spreads still needed a catalyst
before reversing direction. That catalyst appeared in mid-2007 as the
Fed’s Senior Loan Officer Survey indicated banks were actively
tightening lending standards. With the supply of credit to lowquality firms shut down, the high yield market declined significantly.
[page 6
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In the short-term, we feel spreads will likely trend lower. However,
should the Fed begin to phase out its easing monetary policy
programs and the banking sector begin tightening credit conditions,
which may materialize sooner than most market participants
anticipate, we believe the high yield sector will sell-off significantly.
Municipals
After gains of 1.10% last month, the Barclays Municipal Bond index
fell by 1.22% in concert with the erosion in the U.S. Treasury market.
Despite a continued pattern of outflows from long-term tax-exempt
bond funds, on a relative basis munis outperformed all other major
asset classes with the exception of U.S. corporate high yield. We
continue to believe municipal bonds represent one of the few
attractive sectors in the fixed income markets today. Given
traditionally high levels of calls and maturities during the summer
months, strategists expect municipal bonds to remain strong as
investor demand increases in the face of weaker expected supply.
Although President Obama’s proposed 2014 budget calling for limits
to the value of municipal tax exemption may keep retail investors on
the sidelines in the short-term, over the long-term we feel the
prospect of taxation remains too remote to justify avoiding these
securities. Largely attributable to current high taxable-equivalent
yields for investors in higher tax brackets, we continue to recommend
munis with an emphasis on a defensive structure in the form of abovemarket coupons. Our focus maturity range for yield curve positioning
remains five to seven years, preferring “A” rated GO and essential
service revenue bonds.

Performance by Country

U.S. Treasury Yields

Unhedged Total Returns, May 2013

In % Points as of 05/31/2013
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International
The Barclay’s Global Treasury ex-US index returned -4.17% on an
unhedged basis, but lost only 1.04% on a local currency basis,
consistent with a considerably stronger U.S. dollar against other
major currencies. All major country government and peripheral
bonds posted losses with many safe-haven countries including
Canada, Australia, France and the United Kingdom falling by more
than 1%. Italy (+4.53%) and Spain (+5.17%) posted the strongest
gains for the month as market participants continued to focus on
some of the riskier eurozone regions amid improving investor
sentiment.
Meanwhile, volatility in the Japanese government bond market
increased, with yields at one point reaching their highest levels in a
year. In keeping with its pledge to act as needed, the Bank of Japan
injected significant funds into the market, focused mostly on JGBs
maturing in less than five years. However, these large-scale bond
purchases have reduced liquidity in the market, which is expected to
keep market conditions turbulent. Less than two months after
declaring the Bank of Japan would push down bond yields to spur
economic activity and beat deflation, central bank governor Kuroda is
struggling with an unexpected rise instead. Large purchases of
Japanese government bonds by the BOJ, close to 70% of newly issued
debt, were meant to bring down long-term interest rates, lowering
borrowing costs for businesses and households. Because the bond
market has defied the central bank's intentions, market participants
continue to question the viability of the BOJ’s aggressive fiscal and
monetary stimulus programs.
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Synthetic CDOs Garnering Investor Interest
In a sign of how investment banks are trying to satisfy the demand for
higher yield amid a low interest-rate environment, J.P. Morgan and
Morgan Stanley are moving to assemble synthetic collateralized debt
obligations (CDOs). Basic CDOs give investors a chance to bet on the
creditworthiness of a basket of companies, offering market
participants a slice of a pool of bonds. Synthetic CDOs, however,
offer investors a slice of a pool of insurance-like derivative contracts
on company bonds. These are the very same financial instruments
blamed for much of the 2008 financial crisis. During the crisis, CDOs
pegged to mortgage loans that ultimately defaulted caused losses
throughout the global investment landscape. Their catastrophic
impact was denounced by many politicians and investors, practically
eliminating the market for these highly engineered financial
instruments.
Now, a group of institutional investors has asked investment banks to
construct synthetic CDOs again. At the same time, market
participants are dipping back into a related type of security tied to
corporate debt, known as collateralize loan obligations, with more
than $35 billion sold this year. Based on these activities, we feel
banks and investors are increasingly willing to ignore bad memories in
an effort to reach for higher returns, suggesting the risk-on trade
remains pervasive.
Now, a group of institutional investors has asked investment banks to
construct synthetic CDOs again. At the same time, market
participants are dipping back into a related type of security tied to
corporate debt, known as collateralize loan obligations, with more
than $35 billion sold this year. Based on these activities, we feel
banks and investors are increasingly willing to ignore bad memories in
an effort to reach for higher returns, suggesting the risk-on trade
remains pervasive.
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Equities

Domestic Stock Investors Were Wise Not to Sell in May!
Total Returns
Dow Jones Industrial Average

1 Month

YTD

2.24%

16.66%

S&P 500

2.34%

15.37%

NASDAQ Composite

4.02%

15.07%

S&P 100

2.34%

14.61%

S&P 400 MidCap

2.26%

16.74%

S&P 600 SmallCap

4.35%

16.36%

Russell 2000

4.00%

16.45%

MSCI EAFE

-2.31%

8.29%

MSCI EAFE Small Cap

-2.26%

9.91%

MSCI Emerging Markets

-2.52%

-3.29%

1 Month and YTD data as of: 5/31/2013
Values reflect most recent data available at the time of publication.
Source: Morningstar, Inc.

Overview
U.S. stock markets continued to climb higher in May, with the Dow
Jones Industrial Average surpassing 15,000 and the S&P 500 crossing
the 1600 mark early in the month for the first time in history as
investors’ fears of missing out on the rally offset fears of a mid-year
sell off. Concerns about the timing of the end to the Fed’s
quantitative easing program and weak economic reports from China
led to declines later in the month, but stocks still finished in positive
territory as they have every month this year.
The total return for the Dow Jones Industrial Average in May was
2.2% with the index closing at 15,115.57. The broader S&P 500 Index
return was slightly higher, 2.3% for the month, finishing at 1630.74.
The NASDAQ Composite Index ended the month at 3455.91, posting
a return of 4.0% as higher beta cyclical names were back in favor.
Year-to-date through May 31, the indices returned 16.7%, 14.0%, and
15.1%, respectively.
Of note in May is the fact that the ten-year yield surpassed the
dividend yield on the S&P 500 index for the first time in a year. While
historically this may have been an indicator to sell stocks as they
would be considered expensive, this is no longer the case, especially
with dividend payout ratios on average only about 30%.

[page 8 Premier Bank Market Review]

S&P 500 Sector Breakdown

S&P 500 Sector Performance by Market Capitalization

Month-End Percentages

One Month Return As of 05/31/2013

Source: Morningstar, Inc

S&P 500
Financials
16%

Domestic Equity
S&P Sectors that outperformed in May included Financials (+6.1%),
Industrials (+4.9%) and Information Technology (+4.6%). Higher beta
financial stocks were especially strong including Federated Investors
(+21.6%), Charles Schwab (+17.5%) and Morgan Stanley (+17.5%).
Industrials companies such as Dover (+13.9%) and Parker Hannifin
(+13.2%) bounced back from weakness in April while Precision
Castparts (+11.8%) reported a 23% increase in sales in its fiscal fourth
quarter. Several IT stocks soared in the month of May, including
Advanced Micro Devices (+41.8%) after winning orders for Xbox and
Playstation and Cisco (+15.3%) which reported earnings ahead of
expectations. Utilities (-9.1%), Telecomm Services (-7.4%) and
Consumer Staples (-2.3%) were the weakest S&P 500 sectors in the
month of May as dividend paying, defensive companies fell out of
favor. Year-to-date through the end of May, returns for Financials
(+21.5%) outpaced all sectors, followed by Health Care (+21.1%) and
Consumer Discretionary (+18.8%). Sectors that have underperformed
include Materials (+7.5%), Telecomm Services (+8.5%) and Utilities
(+8.9%).
According to Standard & Poor’s, small cap equities outperformed
both mid cap and large cap in the month of May. The Small Cap 600
Index return of 4.4% was higher than the 2.3% return for both the
S&P 500 Index and the S&P MidCap 400 Index. Year-to-date, mid cap
equity (+16.7%) returns were slightly higher than both small cap
(+16.4%) and large cap (+15.4%) returns.
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International Equity
Developed international equity indices underperformed domestic
markets again in May. The broad MSCI EAFE Index of developed
markets fell 2.3% in U.S. dollar terms for the month. Positive returns
in France (+2.4%), Germany (+3.4%) and Italy (+1.7%) were not
enough to offset the declines in the MSCI country index for Japan (5.7%). China’s report of weaker than expected PMI spooked Japanese
investors who took profits after an unprecedented rally this year. Yearto-date through the end of May, the MSCI country index for Japan
continued to lead all returns (+14.6%), while other major markets
such as France (9.3%), Germany (+8.1%) and the UK (+5.8%)
performed well but still trailed domestic market performance.
The MSCI Index for Emerging Markets also reported a negative trend,
falling 2.5%. Of the BRIC countries, Brazil was especially weak, falling
7.1%, followed by India (-3.0%), Russia (-2.1%) and China (-0.9%).
Brazil’s economy grew by only 0.6% in the first quarter while inflation
is rising. Unlike most other central banks, Brazil is currently engaged
in a strategy of tightening monetary policy. Exports out of South
Korea (15% of the MSCI Emerging Market Index) have been negatively
impacted this year by policies in Japan, but stocks were positive in
May (+0.5%). Through the first five months of the year, the MSCI
Index for Emerging Markets was down 3.3%. Concerns about slowing
global economic growth have caused investors to focus on strength in
developed markets, especially the U.S.

Growth and value stocks performed similarly across the market
capitalization spectrum in May, with only slight differences in
performance. Year-to-date, mid cap value stocks continued to show
the best performance (+17.4%), while large cap growth equities have
lagged (+14.0%).
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Alternative Investments

Hedging Reports Gains While Commodities and REITs Fall
1 Month

YTD

Dow Jones UBS Commodity Index

Price Change

-2.25%

-4.67%

Oil

-1.38%

0.11%

Copper

3.64%

-7.88%

Gold

-5.37%

-16.88%

NAREIT-All REITs

-6.79%

6.36%

NAREIT-Industrial/Office

-5.22%

8.79%

NAREIT-Residential

-6.29%

5.50%

S&P Global Property Ex-US

-8.22%

3.92%

HFRI Emerging Markets Index

0.27%

3.61%

HFRI Fund Wtd Comp. Index

0.54%

4.92%

HFRI Equity Market Neutral

0.55%

3.17%

HFRI Event Driven

1.71%

6.66%

HFRI Market Defensive

-0.79%

0.98%

HFRI Merger Arbitrage

0.70%

1.90%

-3.24%

-9.75%

HFRI Short Bias
1 Month and YTD data as of: 5/31/2013

Values reflect most recent data available at the time of publication.
Source: Morningstar, Inc.

Overview
Commodities and REITs reported losses for the month while Hedging
Strategies managed slightly positive performance.
Commodities
The DJ UBS Commodity Index dropped 2.24% in May after a similar
2.79% fall in April. Commodity prices are ticking lower as worldwide
demand is limited while Chinese growth remains weak. This likely will
continue if inflation stays at the current suppressed levels and China
does not see a pick-up in economic growth. Brent Crude and WTI
prices each fell nearly 2% settling at $102.06 per barrel and $93.45
per barrel, respectively. U.S. Stockpiles increased to 1,812 million
barrels, indicating a possible continuance of lower oil prices into the
next few weeks, but oil imports into the U.S. fell over 1% last week
which counters the stockpile increase effect on prices.
Gold and Silver prices both fell significantly in May for the 7th time in
the last 8 months. Gold dropped 5.4% to end the month at $1,411 per
ounce while silver was down 8%, finishing at $22.72 per ounce.
Recently, gold prices have become difficult to predict as correlations
to other asset classes have changed. The current sentiment metrics
indicate a bullish equity environment, so the demand for gold as a
safe-haven investment has fallen. The recently discussed tapering of
the Fed’s QE program could further reduce demand for gold as
interest rates pick up, leading eventually to higher demand for bonds
as a safe-haven investment instead of gold.
Agricultural commodities performed more favorably than Energy and
Precious Metals in May, but the sector still saw a drop of 0.61%. U.S.based corn and soybeans saw gains of 1.85% and 7.93%, respectively,
but wheat, sugar, cotton and coffee all fell. Strong Chinese demand
for U.S. soybeans has elevated prices for the last several weeks, and
late corn plantings may reduce total acreage and therefore push
prices upward.
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REIT Sector Performance As of 05/31/2013

Commodity Sector Returns as of 05/31/2013
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Real Estate
May was a rough month for real estate investment trusts (REITs) as
the FTSE NAREIT All REIT Index lost 6.56%, bringing its year-to-date
gains down to 7.87%. It was the same story for the FTSE NAREIT All
Equity REITs Index, posting losses of 5.90% and dropping to 8.16% on
the year. The S&P 500 gained 2.34% in May and is up 16.07% so far
this year. Sector and subsector performance reported comparable
results. Health care, which had been one of the strongest performing
sectors through the first four months of the year, lost 9.26% in May
and is now up 12.30% for the year. Retail REITs, composed of
Shopping Centers and Regional Malls, fell 6.74%, bringing year-todate returns to 9.43%. In all, NAREIT reports REITs have raised $40.5
billion in initial debt and equity offerings, while $26.8 billion came in
through secondary equity common and preferred share offerings.
Some $11.8 billion was raised in unsecured debt offerings, and $1.8
billion was raised in IPOs.
Despite the month’s negative performance, Fitch Ratings remains
positive on the asset class claiming liquidity in REITs is at its best level
ever. Fitch notes the outlook on the overall equity REIT sector is
stable given their easy access to capital. Additionally, Fitch comments
liquidity has been quite strong for REITs, and fundamentals continue
to improve across most sectors. Also, analysts believe, in terms of the
actual available REIT market, the supply-and-demand fundamentals
remain strong. According to REIT.com, analysts think demand will
outpace supply, resulting in rising occupancy rates, rising rents and
rising dividends. There are counterbalances to these positive
elements, however. First, leverage is believed to be elevated. Second,
the overall macroeconomic environment remains slow.
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Hedge Funds
The average hedge fund gained nearly 1% last month, closing out the
first five months of the year up 4.41%. The HFRX Equal Weighted
Strategies Index gained 0.98% in May beating the HFRX Equity
Hedge Index gain of 0.83%. Equity markets posted positive returns
for the month despite pairing back gains in a late-month sell off as
government bond yields rose on improving U.S. economic data and
expectations for a reduction of bond purchase stimulus measures by
the Federal Reserve. The Equity Hedge Index completed twelve
consecutive months of gains for the first time since inception of the
index. May’s positive performance marked both the seventh
consecutive month and the tenth month in the last eleven of gains
for the HFRX Global Hedge Fund Index.
The rout in gold that drove the precious metal into a bear market cut
the number of hedge funds investing in bullion to the lowest level
since 2010 as assets slumped 31% this year on losses and
redemptions. According to Bloomberg, performance declines tied to
volatility and withdrawals led either to closures or a shift in
strategies. The number of funds investing in gold fell to 290 globally
by May compared with 310 in December, and their assets shrank to
$22.2 billion from $32.1 billion during the same period.
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The material has been prepared or is distributed solely for information purposes and is not a solicitation or an offer to buy any security or
instrument or to participate in any trading strategy. This presentation is not intended to be used as a general guide to investing, or as a source
of any specific investment recommendations, and makes no implied or express recommendations concerning the manner in which any client’s
account should or would be handled, as appropriate investment strategies depend upon the client’s investment objectives. The portfolio risk
management process and the process of building efficient portfolios includes an effort to monitor and manage risk, but should not be confused
with and does not imply low or no risk.
Traditional and Efficient Portfolio Statistics include various indices that are unmanaged and are a common measure of performance of their
respective asset classes. The indices are not available for direct investment. Past performance is not indicative of future results, which may
vary. The value of investments and the income derived from investments can go down as well as up. Future returns are not guaranteed, and a
loss of principal may occur. Investing for short periods may make losses more likely.
The opinions expressed are those of MainStreet Advisors. This information is subject to change at any time, based on market and other
conditions. The information presented has been obtained with care from sources believed to be reliable, but is not guaranteed. Any
investments purchased or sold are not deposit accounts and are not endorsed by or insured by the Federal Deposit Insurance Corporation
(FDIC), are not obligations of the Bank, are not guaranteed by the Bank or any other entity and involve investment risk, including possible loss
of principal. MainStreet Advisors and “Bank” are independently owned and operated.
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